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Tightrope act: Populism versus fiscal discipline 
India’s fiscal deficit position in FY11 will look impressive when compared to the expectations and even the 
Government’s own estimates a year ago. As of December ‘10 (first 10 months of FY11), total receipts were 85% of 
FY11 estimates as against 64% in FY10. The total expenditure was broadly in line with the expectations. Fiscal deficit 
for the first 10 months of FY11 was 45% of FY11 estimates, far lower than 77% in FY10. However, this lower-than-
expected fiscal deficit can be mainly ascribed to much higher-than-expected collections from the 3G and BWA spectrum 
auction, which was one-off in nature. Had the revenue from these auction been in line with expectations, rather than 
exceeding the expectations by a very wide margin, the total receipts for the first 10 months of FY11 would have been 
75% (rather than 85%) and fiscal deficit 64% (rather than 45%) of FY11 estimates respectively.

The Government, however, will have significant challenges cut out for FY12.

− Receipts from the 3G and BWA spectrum auction (over Rs1,000bn and 15% of the total FY11 estimated 
receipts) were one-off in nature.

− The Government has raised Rs228bn from disinvestment in public sector units in FY11 so far. Such proceeds 
depend on capital market conditions, which adds an element of uncertainty to these revenue sources.

− Tax receipts may grow slower in FY12 if the overall earnings growth and the growth in economy slows down. 
Further, if FY12 growth gets skewed in favour of rural or agriculture-related segments, tax collections would be 
adversely affected given the various tax exemptions enjoyed by these segments.

− Given the challenges the Government face, it becomes extremely imperative to control expenditure. However, 
with five states going for assembly elections this year (2011) with some more to go in 2012 and due to 
somewhat fragile political situation at present, there could be some temptation towards populism. Thus, the 
Government would be put to extreme tightrope walking – balancing between temptation for populism and the 
necessity to maintain the fiscal discipline.

The good news from the market’s perspective, in our view, is that the above-mentioned issues are well understood by 
the market and the expectations from the Budget are quite low among investors. This lessens the probability of any 
significant downside surprise if the Budget is not in keeping with the expectations.
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77451,712 3,814 4,123 4,0103,301 1,333Fiscal deficit 

5.56.9Net fiscal deficit as % of GDP

69717,869 11,087 10,185 10,2088,815 7,509Total expenditure 

6664371 580 484 468403 336On capital account 
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FY11 tax collections were aided 
by strong economic growth; any 
slowdown could impact the 
growth of tax revenue

Collections from the 3G and 
BWA spectrum auction (over 
Rs1,000bn) were one- off in 
nature

Temptation towards populism and 
increase in outlay for schemes such 
as NREGS make expenditure 
control a challenge

While FY11 fiscal deficit target will 
be easily beaten, it will be difficult to 
meet the target of 4.8% and 4.1% 
for FY12 and FY13 respectively that 
the government had set earlier

Source: CGA, India budget documents, Mospi, CSO, I-Sec Research

Source: CGA, India budget documents, Mospi, CSO, I-Sec Research

Budget highlights
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Sector wise budget expectations and likely impact 

Sector – The level of government borrowings 
if significantly above that of the last 
year could pressurise yields and 
interest rates, thereby negatively 
impacting bank stocks.

Gainers – SBI (if any clarity emerges on the 
rights issue), Axis Bank, PSU banks 
with government holding of about 
51% and banks with high infra 
exposure like SBI, Axis,Bank and 
Canara Bank (if infra bonds are 
allowed).

Losers – PFC/REC/IDFC (if infrastructure 
bonds become available to banks) 
and PSU banks depending on the 
overall level of borrowings.

Banks may be allowed to raise funds through 
infrastructure bonds, which will be negative for 
PFC, REC and IDFC.
Allocation of capital for infusion into PSU banks 
will be a positive for banks with low government 
holding.
Creation of a grant/subsidy/facility/roadmap to 
address the problem of rising SEB losses will be 
positive for REC, PFC and large PSU banks.
Raising limit of refinancing from IIFCL for 
commercial banks will be a positive.
A key number to watch out for will be the extent of 
government borrowings – High/low gross 
borrowings could be negative/positive for yields 
and for banks.

Banks

Sector – Neutral to Negative
Gainers – None
Losers – Tata Motors

There is talk of increasing the excise duty given 
the strong growth and imposing some form of tax 
on the sale of diesel passenger cars. This could 
have a negative impact on Tata Motors given that 
it has the strongest diesel car portfolio. However, 
as the government has generated higher revenue 
despite a lower excise duty regime, it could 
decide against such a hike.

Auto

Likely impactKey measuresSector
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Sector wise budget expectations (contd…)

Sector – Positive
Gainers – ITC
Losers – None

Excise duty on cigarettes – after a 15% increase in the 
effective excise rate in the last Budget, we believe the 
excise duty on cigarettes may remain unchanged this 
Budget.

FMCG

Sector  – Neutral
Gainers – Urea fixed subsidy

increase would be
positive for
Chambal and Nagarjuna.

Losers  – Lower subsidy provisioning 
would indicate pressure on
P&K segment as the 
government has reduced 
subsidy for FY12 and the 
industry is hoping for an 
upward subsidy revision.

Budgetary provisions for fertiliser subsidies may be 
reduced in the light of increasing fiscal deficit and/or a 
price hike could be implemented to reduce the 
subsidies. 
Under-provisioning of fertiliser subsidies has caused 
payment delays in FY11 that should be addressed in 
the FY12 Budget. 

Fertiliser

Sector   – Neutral
Gainers – None
Losers  – None

Increased thrust on infrastructure with specific 
guidelines for implementation will be positive for the 
sector.
Excise duty is unlikely to be increased considering the 
current concerns on high inflation.

Cement

Likely impactKey measuresSector
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Sector wise budget expectations (contd…)

Sector   – Positive
Gainers – All infrastructure companies and 

Texmaco
Losers  – None

Any initiative to develop a corpus for long-term 
funds to be utilised towards infrastructure 
development (the most recent example being tax-
saving infra bonds) will be positive for the sector.
Setting up of an agency to take care of fast track 
clearance of infrastructure projects will quicken the 
pace of execution.
Budgetary support to Indian Railways will help 
companies such as Texmaco.

Infrastructure

Sector   – Positive
Gainers – Hindustan Zinc, JSW Steel and 

Tata Steel
Losers  – None

Any reduction in the 5% import duty on thermal 
coal and continuation of existing zero import duty 
on coking coal would be beneficial for Hindustan 
Zinc as well as steel players.
An increase in the import duty on hot rolled coils 
from the existing 5% to 10% or above to 
encourage the growth of domestic steel industry 
will have positive impact on JSW Steel and Tata 
Steel.

Metals

Sector  – Positive
Gainers – Dish TV and Hathway Cable
Losers  – None

Reduction in duty on set-top boxes is likely and 
this will be positive for cable and DTH companies

Media

Likely impactKey measuresSector
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Sector wise budget expectations (contd…)

Sector  – Positive
Gainers – All real estate 

companies
Losers  – None

An increase in tax exemption limit on interest and principal payments 
on home loans and rental income is possible.
The Government could consider tax holiday benefits under Section
80IB (10) for affordable housing projects.
Providing more incentives to real estate mutual funds (REMFs) to
support the housing sector will be a beneficial move for the sector.

Real estate

Sector  – Positive
Gainers – RIL, ONGC and 

Cairn, and OMCs
Losers  – None

Income Tax holiday for natural gas: Oil & Gas E&P companies expect 
the Government to restore the tax holiday for natural gas production 
retrospectively for all gas producing blocks. This would be specifically 
critical for new production coming up from KG basin fields, 
considering these blocks are deepwater and hence require higher 
capex. This can be done by including natural gas in the definition of 
mineral oil. 
Rationalisation of tax holiday for hydrocarbons: E&P operators could 
be permitted to select a continuous 10-year period for tax holiday at 
any time out of the first 15-year period following the commencement of 
commercial production. This logic is already accepted for other 
infrastructure projects such as power, roads, telecommunication,
ports, airports and water supply that have similar large capex 
requirements.
Reduction in customs and excise duty: The recent rise in under-
recoveries has adversely impacted the financials of oil marketing 
companies (OMCs). In the FY 10-11 Budget, a 5% import duty on 
crude oil was imposed and the duty on petrol and diesel was 
increased to 7.5% from 2.5%. Also, the excise duty on petrol and
diesel was increased by Rs1 per litre each, taking it to Rs14.35 and 
Rs4.60 a litre respectively. Reduction in these duties is a possibility in 
this Budget.

Oil & Gas

Likely impactKey measuresSector
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Sector wise budget expectations (contd…)

Sector   – Positive
Gainers – Continuation of 80-IA

is factored in; increased 
allocation
to various schemes is 
positive for T&D 
companies
and suppliers like
PGCIL, Crompton,
Jyoti and Kalpataru

Losers – None

Benefit of section 80-IA (4) (iv) is likely to be extended for one 
more year till FY12 as the benefit expires at the end of FY11. 
Power generation, transmission & distribution companies get 
benefit of tax exemption under section 80-IA. Given the power 
deficit situation in India, the power sector remains a priority 
sector for attracting investment. 
MAT rate may not be revised up further. MAT rate has been 
increased for the past three years, causing higher tax payouts 
for tax-exempted companies.
There could be increased allocation for APDRP and RGGVY as 
these schemes would increase efficiency and coverage.
No levy of duty on imported power equipment is likely.
Tax incentives for promoting indigenous power equipment 
manufacturing capacity are likely.

Power

Sector   – Positive to Neutral
Gainers – Sun, Cipla, Dr Reddy’s 

and Lupin
Losers  – None

Weighted 200% tax deduction on R&D expenditure is expected 
to continue. Most companies benefit by this as R&D expenses 
constitute close to 6-8% of their revenue.
Currently, an excise duty of 10% (plus 3% cess) is levied on 
inputs (active pharmaceutical ingredients or API) whereas the 
output is taxed at 4% (plus 3% cess). There could be a change 
in the structure to do away with this anomaly. Key beneficiaries
from any such move would include large vertically integrated 
manufacturers such as Sun, Cipla, Dr Reddy’s and Lupin.
Physician samples could be exempted from payment of excise 
duty. Companies having a larger share of total revenue 
accruing from India such as Sun and Cipla would gain from 
such a move.

Pharma

Likely impactKey measuresSector
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Sector wise budget expectations (contd…)

Sector   – Positive
Gainers – ABG Shipyard
Losers  – None

Subsidy allocation (FY11 allocation was about 
Rs3.5bn) may be increased substantially as the 
Government intends to clear the dues in about three 
years (Rs49bn in total, including dues related to future 
deliveries).

Shipbuilding

Sector   – Neutral
Gainers – Mid cap IT companies (if tax 

benefits get extended)
Losers   – None

Tax benefits under section 10A/10B are unlikely to be 
extended. However, since the Direct Tax Code is likely 
to be effective from FY13, the industry especially mid-
sized IT companies are demanding extension of tax 
benefits for a year.

Technology

Sector   – Positive
Gainers – New entrants and 

telecom equipment
manufacturers

Losers  – None

Extension of tax benefits under section 80-IA for the 
new licenses issued after March 31, ‘05 will be a 
positive.
Relaxation of requirement for PAN card at the time of 
mobile connection can marginally aid new subscriber 
sign-up.
Budgetary allocation for establishing a broadband 
network is likely, as per the proposal of the National 
Optical Fibre Agency, to cover the entire country at a 
cost of Rs600bn.

Telecom

Likely impactKey measuresSector



February 17, 2011 9

ANALYST CERTIFICATION 
We /I, Anantha Narayan, PGDM, B.E.; Koushik Rajagopalan, PDGM, BE; Krupal Maniar, CA, CFA; Varun Sharma, MBA; Abhijit Mitra, MBA (Finance), BE; Vikash Mantri, PGDM, CFA; Satish 
Kothari, PGDM; Chirag Dagli, CA; Gagan Borana, PGDM; Prakash Gaurav Goel, CA; Vivek Sharma, PGDM; Rohit Ahuja, MBA (Finance); Prolin Nandu, MBA; Abhishek Murarka, PGDM, MBA 
(Finance); Digant Haria, MBA; Sanket Maheshwari, MBA; Shaleen Silori, MBA (Finance), BTech research analysts and the authors of this report, hereby certify that all of the views expressed in this 
research report accurately reflect our personal views about any and all of the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly 
related to the specific recommendation(s) or view(s) in this report. Analysts aren't registered as research analysts by FINRA and might not be an associated person of the ICICI Securities Inc.
Disclosures:
ICICI Securities Limited (ICICI Securities) and its affiliates are a full-service, integrated investment banking, investment management and brokerage and financing group.We along with affiliates are 
leading underwriter of securities and participate in virtually all securities trading markets in India.We and our affiliates have investment banking and other business relationship with a significant 
percentage of companies covered by our Investment Research Department.Our research professionals provide important input into our investment banking and other business selection 
processes.ICICI Securities generally prohibits its analysts, persons reporting to analysts and their dependent family members from maintaining a financial interest in the securities or derivatives of 
any companies that the analysts cover.
The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential 
and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, 
without prior written consent of ICICI Securities. While we would endeavour to update the information herein on reasonable basis, ICICI Securities, its subsidiaries and associated companies, their 
directors and employees (“ICICI Securities and affiliates”) are under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may 
prevent ICICI Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable 
regulations and/or ICICI Securities policies, in circumstances where ICICI Securities is acting in an advisory capacity to this company, or in certain other circumstances.
This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. 
This report and information herein is solely for informational purpose and may not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other 
financial instruments. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by 
virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your 
specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions, based on their own 
investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgement by any recipient. The recipient should 
independently evaluate the investment risks. The value and return of investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities and 
affiliates accept no liabilities for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Actual results may differ 
materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice. 
ICICI Securities and its affiliates might have managed or co-managed a public offering for the subject company in the preceding twelve months. ICICI Securities and affiliates might have received 
compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for services in respect of public offerings, corporate finance, 
investment banking or other advisory services in a merger or specific transaction. ICICI Securities and affiliates expect to receive compensation from the companies mentioned in the report within a 
period of three months following the date of publication of the research report for services in respect of public offerings, corporate finance, investment banking or other advisory services in a merger 
or specific transaction. It is confirmed that Anantha Narayan, PGDM, B.E.; Koushik Rajagopalan, PDGM, BE; Krupal Maniar, CA, CFA; Varun Sharma, MBA; Abhijit Mitra, MBA (Finance), BE; Vikash 
Mantri, PGDM, CFA; Satish Kothari, PGDM; Chirag Dagli, CA; Gagan Borana, PGDM; Prakash Gaurav Goel, CA; Vivek Sharma, PGDM; Rohit Ahuja, MBA (Finance); Prolin Nandu, MBA; Abhishek 
Murarka, PGDM, MBA (Finance); Digant Haria, MBA; Sanket Maheshwari, MBA; Shaleen Silori, MBA (Finance), BTech research analysts and the authors of this report have not received any 
compensation from the companies mentioned in the report in the preceding twelve months. Our research professionals are paid in part based on the profitability of ICICI Securities, which include 
earnings from Investment Banking and other business. 
ICICI Securities or its affiliates collectively do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publication of the 
research report.
It is confirmed that Anantha Narayan, PGDM, B.E.; Koushik Rajagopalan, PDGM, BE; Krupal Maniar, CA, CFA; Varun Sharma, MBA; Abhijit Mitra, MBA (Finance), BE; Vikash Mantri, PGDM, CFA; 
Satish Kothari, PGDM; Chirag Dagli, CA; Gagan Borana, PGDM; Prakash Gaurav Goel, CA; Vivek Sharma, PGDM; Rohit Ahuja, MBA (Finance); Prolin Nandu, MBA; Abhishek Murarka, PGDM, 
MBA (Finance); Digant Haria, MBA; Sanket Maheshwari, MBA; Shaleen Silori, MBA (Finance), BTech research analysts and the authors of this report or any of their family members does not serve 
as an officer, director or advisory board member of the companies mentioned in the report.
ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report. ICICI Securities and affiliates may act upon or 
make use of information contained in the report prior to the publication thereof.
This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such 
distribution, publication, availability or use would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any registration or licensing requirement within such jurisdiction. 
The securities described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform 
themselves of and to observe such restriction. 
This report has not been prepared by ICICI Securities, Inc. However, ICICI Securities, Inc. has reviewed the report and, in so far as it includes current or historical information, it is believed to be 
reliable, although its accuracy and completeness cannot be guaranteed.


